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Determination of medicaid inpatient cost adjusted to remove the indirect cost of
medical education.

(a)

(b)

Identify the hospital's indirect medical education percentage described in
rule 5101:3-2-077 of the Administrative Code. Add 1.00.

Divide the amount derived from paragraph (D)(8)(c) of this rule by the
factor derived in paragraph (D)(9)(a) of this rule. Round the result to the
nearest dollar.

Determination of medicaid inpatient cost adjusted to remove the effects of wage
differences for hospitals in the teaching hospital peer group defined in rule
5101:3-2-072 of the Administrative Code.

(a)
(b)

(c)

(d)

(®)

The labor portion of hospital cost is .7439.

Multiply the amount derived from paragraph (D)(9)(b) of this rule by the
labor portion of hospital cost identified in paragraph (D)(10)(a) of this rule.
Round the result to the nearest whole dollar.

Subtract the amount derived from paragraph (D)(10)(b) of this rule from the
amount derived in paragraph (D)(9)(b) of this rule.

Divide the labor portion of medicaid inpatient cost derived from paragraph
(D)(10)(b) of this rule by the wage index for urban areas as published in
Federal Register, Volume 51, Number 170, Wednesday, September 3, 1986,
as applicable for the geographic area in which the teaching hospital is
located. Round the result to the nearest whole dollar.

Add the amount derived from paragraph (D)(10)(c) of this rule to the
amount derived from paragraph (D)(10)(d) of this rule.

Determination of medicaid inpatient hospital-specific average cost per discharge.

(2)

(b)

Identify total medicaid discharges on adjusted ODHS 2930, schedule D,
section II, line 6.

Divide the adjusted medicaid inpatient cost derived from paragraph
D)(10)(e) or (D)9)(b) of this rule, as applicable, by the discharges
identified in paragraph (D)(11)(a) of this rule. Round the result to the

nearest whole penny. "
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For hospitals exceeding the limits described in section (III)(A) or (IIN)(B) of
appendix A of this rule, the average cost per discharge is reduced by
multiplying the amount derived from paragraph (D)(11)(b) of this rule is
multiplied by .97.

Determination of medicaid average cost per discharge adjusted to account for
varying fiscal year ends.

@)

(b)

©

(d

(e)

®

(2

Compute a daily inflation factor by dividing the inflation factor for 1986 or
1987, as applicable, described in paragraph (G)(1) of this rule, by three
hundred sixty-five. Round the result to six decimal places.

With the exception of those hospitals whose fiscal years end on August
thirty-first, compute the number of days between the hospital's fiscal year
end and June 30, 1986.

With the exception of those hospitals whose fiscal years end on August
thirty-first, multiply the applicable daily inflation factor from paragraph
(D)(12)(a) of this rule by the days computed in paragraph (D)(12)(b) of this
rule. Round the result to six decimal places, then add 1.0 to yield an
inflation adjustment factor.

With the exception of those hospitals whose fiscal years end on August
thirty-first, multiply the medicaid average cost per discharge derived from
paragraph (D)(11)(b) or (D)(11)(c) of this rule by the inflation factor
derived from paragraph (D)(12)(c) of this rule, as applicable. Round the
result to the nearest whole penny.

For those hospitals whose fiscal year ends on August thirty-first, determine
the number of days from June 30, 1986 to the hospitals' fiscal year-end.

For those hospitals whose fiscal year ends on August thirty-first, multiply
the applicable daily inflation factor derived from paragraph (D)(12)(a) of
this rule by the days derived from paragraph (D)(12)(e) of this rule. Round
the result to six decimal places, then add 1.0 to yield an inflation adjustment
factor.

For those hospitals whose fiscal year ends on August thirty-first, divide the
hospital-specific average cost per discharge derived from paragraph
(D)(11)(b) or (D)(11)(c) of this rule, as applicable, by the inflation
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adjustment factor derived from paragraph (D)(12)(f) of this rule, as
applicable. Round the result to the nearest whole penny.

(13) Determination of medicaid average cost per discharge adjusted for case mix.

For each hospital the average cost per discharge, adjusted as described in
paragraphs (D)(12)(a) to (D)(12)(g) of this rule, is adjusted to remove the effects
of the hospital's case mix. The data used to compute the hospital's case mix index
are the hospital's claim records for discharges occurring during the hospital's fiscal
period as described in paragraph (D) of this rule and paid as of May 1, 1987. For
purposes of this paragraph, case mix is determined using the DRG categories and
relative weights described in rule 5101:3-2-073 of the Administrative Code and
includes outlier cases described in rule 5101:3-2-079 of the Administrative Code.

(a) For each hospital the number of cases in each DRG is multiplied by the
relative weight for each DRG. Round the result to five decimal places. The
relative weights are those described in rule 5101:3-2-073 of the
Administrative Code.

(b) Sum the result of each computation in paragraph (D)(13)(a) of this rule.

(c) Divide the product from paragraph (D)(13)(b) of this rule by the number of
cases in hospital's sample as described in paragraph (D)(13) of this rule.
Round the result to five decimal places. This produces a hospital-specific
case mix index.

(d)  Divide the medicaid inpatient hospital-specific average cost per discharge
derived from paragraphs (D)(12)(a) to (D)(12)(g) of this rule by the
hospital-specific case mix index computed in paragraph (D)(13)(c) of this
rule. Round the result to the nearest whole penny.

(E)  Computation of peer group average cost per discharge.

) Within each peer group (except for the children's hospital peer group as defined in
rule 5101:3-2-072 of the Administrative Code), multiply each hospital's average
cost per discharge from paragraph (D)(13)(d) of this rule by each hospital's number
of medicaid discharges from paragraph (D)(11)(a) of this rule.

2) Sum the results of each computation in paragraph (E)(1) of this rule.

3) Sum the number of medicaid discharges described in paragraph (E)(1) of this rule.
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(4)  Divide the result derived from paragraph (E)(2) of this rule by the result derived
from paragraph (E)(3) of this rule. Round the result to the nearest whole penny.

) Adjustments to the peer group average cost per discharge component described in
paragraphs (E)(1) to (E)(4) of this rule and each children's hospital average cost per
discharge component described in paragraph (D)(13)(d) of this rule are those described in
paragraphs (F)(1) to (F)(3) of this rule.

(1)  DISPROPORTIONATE SHARE PAYMENTS WILL BE MADE IN
ACCORDANCE WITH RULES 5101:3-2-09 AND 5101:3-2-10 OF THE

ADMINISTRATIVE CODE Forthc—purposcs—ofbca%cuia‘tmg—paymcms-m

(2)  Anoutlier set-aside is determined for each peer group except the teaching hospital
and children's hospitals peer groups as described in rule 5101:3-2-072 of the
Administrative Code. For teaching hospitals and children's hospitals identified in
rule 5101:3-2-072 of the Administrative Code, an amount is calculated using each
hospital's information to determine a hospital-specific group set-aside amount. This
set-aside amount is calculated using the methodology described in paragraphs

F)2)(@) to (F)(2)(f) of this rule.

(a) The additional payments that would be paid for outlier cases for discharges
on and after July 1, 1985 to June 30, 1986 is determined using payment
q@ﬂ
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rates developed in accordance with this rule except that payment rates do
not reflect the adjustment described in paragraph (F)(2)(f) of this rule.
Relative weights as described in rule 5101:3-2-073 of the Administrative
Code, and the day thresholds, cost thresholds, and geometric mean length
of stay, excluding outliers, for each DRG as described inrule 5101:3-2-079
of the Administrative Code are used.

For each hospital, the total additional payments made for outlier cases is
divided by the sum of the total payment amount for all cases in that
hospital, less payment amounts for teaching and capital allowances as
described in paragraphs (H)(1) and (H)(2) of this rule and payments made
for day outliers as described in paragraph (F)(2)(a) of this rule. The
resulting per cent is rounded to four decimal places and represents the
hospital-specific outlier per cent.

For all hospitals, the total additional payment for outlier cases is calculated
by summing each hospital's additional payments described in paragraph
(F)(2)(a) of this rule and is divided by the summed total payment amounts
for all cases in all hospitals, less payment amounts for teaching and capital
allowances as described in paragraphs (H)(1) and (H)(2) of this rule, plus
total payments in all hospitals for day outliers. The resulting per cent is
rounded to four decimal places and represents the statewide average outlier
per cent.

For hospitals which have a hospital-specific outlier per cent (as described
in paragraph (F)(2)(b) of this rule) over the statewide average outlier per
cent as described in paragraph (F)(2)(c) of this rule, the outlier payments
that are used in the peer group calculation described in paragraph (F)(2)(e)
of this rule are capped by multiplying the hospital-specific additional
payment amount described in paragraph (F)(2)(2) of this rule by
seventy-five per cent.

The outlier set-aside amount is calculated on a peer group basis using the
following methodology:

1) For each peer group except the teaching hospital and children's
hospital peer groups as described in rule 5101:3-2-072 of the
Administrative Code and for each teaching hospital and children's
hospital (identified in rule 5101:3-2-072 of the Administrative
Code), sum the total additional payments for outliers as described
in paragraph (F)(2)(a) or (F)(2)(d) of this rule, as applicable.
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(i)  For each peer group except the teaching hospital and children's
hospital peer groups and for each teaching and children's hospital,
divide the sum from paragraph (F)(2)(e)(i) of this rule by the sum of
the total payment amount, less payment amounts for teaching and
capital allowances as described in paragraphs (H)(1) and (H)(2) of
this rule, plus total day outlier payments.

® The outlier adjustment amount is calculated by multiplying the percentage
described in paragraph (F)(2)(e)(ii) of this rule by the applicable average
cost per discharge component for each peer group as described in
paragraphs (E) to (E)(4) of this rule and for each children's hospital as
described in paragraph (D)(13)(d) of this rule. Round the result to the
nearest whole penny to determine the outlier adjustment amount. Subtract
the outlier adjustment amount from the applicable average cost per
discharge component described in paragraph (F)(1)(a) of this rule for
discharges occurring on and after July 1, 1988 and prior to February 1,
1989. For discharges occurring on and after February 1, 1989, subtract the
outlier adjustment amount from the average cost per discharge component
for each peer group as described in paragraph (E)(4) of this rule and for
each children's hospital as described in paragraph (D)(13)(d) of this rule.
Round the result to the nearest whole penny.

3) For purposes of coding adjustment, the applicable average cost per discharge
component described in paragraph (F) of this rule is divided by 1.005. Round the
result to the nearest whole penny.

(4)  For Ohio hospitals meeting the teaching hospital peer group criteria defined in rule
5101:3-2-072 of the Administrative Code, the peer group average cost per discharge
described in paragraph (F)(3) of this rule is multiplied by a wage factor and rounded
to the nearest whole penny. The wage factor is determined by dividing the amount
derived from paragraph (D)(9)(b) of this rule by the amount derived from paragraph
(D)(10)(e) of this rule, rounded to six decimal places.

(G)  Adjustments for inflation.

In calculating the prospective payment rate, it is necessary to adjust costs to reflect inflation
at various points in the calculation.

(1) Inorder to assure hospitals an annual allowance for inflation, an inflation factor is
developed. The "inflation factor" is a weighted average of seventeen price and
wage indexes, either regional (north central or east central) or national. The

N
TN No. 00-001 Approval Date: TN&
Supersedes QE(

TN No. 98-18 Effective Date:_1-1-00



5101:3-2-074

Page 11 of 24

weights are those published shown below. Price growth increase values for these
weighted items are determined by STANDARD & POOR’S DRI “PataResources;
Incorporated” for the department. Annual inflation factors are derived from
summing the result of the following calculation for each item and adding one to
produce a factor:

Factor X Weight X Projected Price Increase

The categories and indexes are those identified in paragraphs (G)(1)(a) to (G)(1)(m)
of this rule. When more than one period is being inflated, annual factors are
multiplied by one another to produce a composite factor.

(a) Wages and salaries: Hourly earnings, production workers, services, U.S.
The weight is .5653.

(b) Benefits: Supplements to wages and salaries per employee, east north
central (ENC). The weight is .0816.

(c) Professional fees, nonmedical: "Employment Cost Index" (wages and
salaries, north central). The weight is .0056.

(d) Malpractice insurance: Health care financing administration. The weight
is .0212.

(e) Food: "Producer Price Index" (PPI), processed foods and feeds, U.S. (the
weight is .0161); "Consumer Price Index - All Urban" (CPIU), food at
home, ENC (the weight is .0171).

® Fuel and other utilities: PPI, electric power - ten thousand KWH
(commercial sector), ENC (the weight is .0080); price of natural gas for the
commercial sector, ENC (the weight is .0067); CPIU - water and sewerage
maintenance, U.S. (the weight is .0032); implicit price deflator, fuel oil, and
coal, U.S. (the weight is .0173).

(g) Drugs: PPI - ETHICAL <thnical preparation, U.S. The weight is .0261.

(h) Chemicals and cleaning: PPI - chemicals and applied products, U.S. The
weight is .0217.

@) Surgical and medical institution and supplies: CPIU - nonprescription
medical equipment and supplies, U.S. The weight is .0209.
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)] Rubber and plastics: PPI - rubber and plastics products, U.S. The weight
is .0173.

(9] Business services and travel: CPIU - services less medical care services,
ENC. The weight is .0684.

)] Apparel and textiles: PPI - textile products and apparel, U.S. The weight
is .0145.

(m) Miscellaneous: CPIU - all items, ENC. The weight is .0890.
2) Application of estimated inflation factors.

The inflation values applied at the beginning of each rate year to produce a new
composite inflation factor shall be based on the estimate of price indicators outlined
in paragraphs (G) and (G)(1) of this rule that have been supplied to the department
by three months prior to the beginning of a new rate year, except for the rate year
beginning July 1, 1998 and ending DECEMBER 31, 1999 Fune-36;1999 where the
composite inflation factor has been adjusted to 1.00 AND THE RATE YEAR
BEGINNING JANUARY 1, 2000 AND ENDING DECEMBER 31,2001 WHEN
THE COMPOSITE INFLATION FACTOR HAS BEEN ADJUSTED TO 1.01.
The inflation factors shall be uniformly applied to the average cost per discharge
component and shall remain fixed for that rate period.

(3) Calculation of inflated peer group adjusted average cost per discharge, including
each children's hospital adjusted average cost per discharge.

(a) For each hospital/peer group, the peer group adjusted average cost per
discharge derived from paragraph (F)(3) or (F)(4) of this rule, as applicable,
is multiplied by an inflation factor derived from paragraph (G)(2) of this
rule. Round the result to the nearest whole penny.

(b) For each children's hospital as defined in rule 5101:3-2-072 of the
Administrative Code, the hospital-specific adjusted average cost per
discharge derived from paragraph (F)(4) of this rule is multiplied by an
inflation factor derived from paragraph (G)(2) of this rule. Round the result
to the nearest whole penny.

(H)  Addition of hospital-specific allowances.
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@

Hospital-specific allowances include those described in paragraphs (H)(1) to (H)(3) of this
rule.

1) For Ohio hospitals having approved teaching programs as defined in 42 CFR
405.421, an education allowance amount is added. The medical education
allowance amount is described in rule 5101:3-2-077 of the Administrative Code.

(2) For Ohio hospitals, a hospital-specific capital allowance amount is added. The
capital allowance amount is described in rule 5101:3-2-076 of the Administrative
Code.

3) For non-Ohio hospitals, a single capital allowance amount is added. The capital
allowance amount is described in rule 5101:3-2-076 of the Administrative Code.

The final prospective payment rate is calculated by multiplying the adjusted inflated
average cost per discharge, derived from paragraphs (G)(3)(a) and (G)(3)(b) of this rule,
by the relative weight appropriate to the DRG (see rule 5101:3-2-073 of the Administrative
Code), rounding the result to the nearest whole penny, then adding all applicable
hospital-specific allowance amounts described in paragraphs (H)(1) to (H)(3) of this rule,
ie.

Adjusted DRG Hospital- Hospital- Final
Inflated Relative Specific Specific Prospective
Average X Weight + Capital +  Education= Payment
Cost Per Allowance  Allowance  Rate
Discharge (as (as

applicable)  applicable)
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Amended
L. CALCULATION OF NEW BASE YEAR HOSPITAL SPECIFIC AVERAGE
COST PER DISCHARGE
A. For each hospital, identify total Medicaid inpatient costs, adjusted to

remove the cost of blood replaced by patient donors, to include PSRO/UR
cost separately identified, and to include the cost of malpractice insurance.
This amount is the amount derived as identified in paragraph (D)(6)(¢e) of
rule 5101:3-2-074 of the Administrative Code. Divide this amount by the
number of discharges for each hospital as discharges are described in
paragraph (D)(11)(a) of rule 5101:3-2-074 of the Administrative Code to
produce the initial average cost per discharge.

Remove Direct Costs of Medical Education

1.

For each hospital, identify direct costs of medical education from
paragraph (D)(7)(b) of rule 5101:3-2-074 of the Administrative Code.

. Divide the direct medical education amount from Section (I)(B)(1) of

this Appendix by total Medicaid inpatient costs adjusted as described in
Section (I)(A) of this Appendix and add 1.00.

. Divide the initial average cost per discharge described in Section (I)(A)

of this Appendix by the direct medical education factor derived from
Section (I)(B)(2) of this Appendix.

Remove Capital-Related Costs

1.

For each hospital, identify capital-related cost from paragraph (D)(8)(b)
of this rule.

. Divide capital-related cost from Section (I)(C)(1) of this Appendix by

total Medicaid inpatient costs adjusted as described in Section (I)(A) of
this Appendix and add 1.00.

. Divide the average cost per discharge amount derived from Section

(D(B)(3) of this Appendix by the capital factor derived from Section
(I(C)(2) of this Appendix.

Remove Indirect Teaching
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Amended

. For each hospital, identify the number of interns and residents described

in paragraph (A)(1) of rule 5101:3-2-077 of the Administrative Code.

. Foreachhospital, identify the number of beds described in paragraph (B)

(1) of rule 5101:3-2-077 of the Administrative Code.

. Divide the number of interns and residents described in Section (I)(D)(1)

of this Appendix by the number of beds described in Section (I)(D)(2)
of this Appendix to obtain the intern-and resident-to-bed ratio. Divide
this ratio by .10, multiply the resulting product by .05795, then add 1.00.

. Divide the average cost per discharge derived from Section (I}(B)(3) of

this Appendix by the indirect medical education factor derived from
Section (I)(D)(3) of this Appendix.
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